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SUBJECT: PROBLEMS OF U.S. PETROLEUM REFINING MARKETING 
INTERESTS IN KOREA REACHING CRITICAL LEVEL 

SUMMARY: U.S. JOINT PETROLEUM REFINING/MARKETING FIRMS 
IN KOREA FACE INCREASED OPERATIONAL LOSSES AS IMPORTED 
CRUDE COSTS CONTINUE TO RISE, WHILE PRINCIPAL DOMESTIC 
PRODUCTS PRICES REMAIN FIXED BY THE ROKG AT BELOW COST LEVELS. 
END SUMMARY 

1. IN GENERAL, U.S. JOINT PETROLEUM REFINING/ 

MARKETING FIRMS IN KOREA-KOCO (GULF), HONAM OIL 
(CALTEX), AND KYUNG IN ENERGY (UNION)- ARE SUFFERING 
SUBSTANTIAL OPERATING LOSSES LARGELY BECAUSE GOVERN- 
MENT-SET DOMESTIC PRICES FOR PETROLEUM PRODUCTS DO 
NOT COVER HIGH AND RISING CRUDE IMPORT COSTS-- 
CURRENTLY AVERAGING OVER $10 PER BARREL LAID DOWN 
COST. THIS PRINCIPALLY INVOLVES BUNKER C, THE BIG 
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WHICH AT A CURRENT PRICE OF $9.37 PER BARREL (EQUIVALENT) 

RESULTS IN A LOSS OF AT LEAST A DOLLAR A BARREL. NAPHTHA IS 
ALSO A MONEY LOSER ON DOMESTIC SALES, ALTHOUGH PROFITABLE FOR 
THOSE COMPANIES ABLE TO EXPORT AND BENEFIT FROM THE HIGH 
INTERNATIONAL PRICE. 

2. LOSSES CAN BE EXPECTED TO INCREASE AS CRUDE PRICES CONTINUE 

TO MOVE UPWARD. MOREOVER, PRICES FOR ALL CRUDE SHIPPED TO KOREA 
IN 1974 HAVE BEEN PROVISIONAL, THUS, CURRENT REQUESTS FOR 
RETROACTIVE INCREASES IN THE SUPPLY PRICE FOR CRUDE WOULD 
BOOST LOSSES ALREADY INCURRED IN 1974. RECENT REQUESTS TO 
ROKG FOR INCREASED PRODUCT PRICES HAVE SO FAR BEEN RESISTED. 
HOWEVER, AS A RESULT OF THESE DEEPENING PROBLEMS THE PETROLEUM 
COMPANIES ARE INTENSIFYING PRESSURE ON THE ROKG FOR PRICE 
CONCESSIONS. MEANWHILE, AT LEAST ONE U.S. FIRM, GULF, HAS 
SUGGESTED THAT THE ROKG ASSUME ITS INVESTMENT. 

3. ALTHOUGH MOST OF THE ABOVE PROBLEMS ARE COMMON 
TO THE KOREAN PETROLEUM COMPANIES, SOME ARE HIT 
WORSE THAN OTHERS. KOCO (GULF), IN ADDITION TO ITS 
LARGE LOSSES ON BUNKER C FUEL, IS OBLIGATED TO SELL 
ITS NAPHTHA OUTPUT DOMESTICALLY AT CONSIDERABLE 
LOSS. THE BULK OF KOREA GULF'S CRUDE IMPORTS INTO 
KOREA ARE NOW BEING PURCHASED BY GULF FROM MIDDLE 
EAST SOURCES (CALTEX) AT INTERNATIONAL PRICES SINCE 
GULF NO LONGER HAS EQUITY CRUDE AVAILABLE TO KOREA 
FROM ITS OWN MIDDLE EAST PRODUCTION. KOCO HAS NOW 
REQUESTED AN INCREASE IN THE CRUDE SUPPLY PRICE 
FOLLOWING AN EARLIER REQUEST FOR INCREASED PRODUCT 
PRICES. MOREOVER, COMPANY SOURCES INDICATE THAT 
THE CURRENT REQUEST DOES NOT REFLECT THE LATEST 
ANNOUNCEMENT BY OPEC REGARDING HIGHER TAX AND ROYALTY 
PAYMENTS, HENCE PROBABLY STILL HIGHER CRUDE COSTS. 

4. HONAM (CALTEX), WHILE SUFFERING SIMILAR LOSSES 
ON ITS BUNKER C PRODUCTION, IS IN A BETTER POSITION 
THAN KOCO (GULF) SINCE IT CAN EXPORT NAPHTHA AT A 
SUBSTANTIAL PROFIT, THUS PARTIALLY OFSETTING 
DOMESTIC MARKETING LOSSES. ALSO, CALTEX CAN MEET 
HONAM'S CRUDE REQUIREMENTS FROM ITS OWN 
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MIDEAST CRUDE ON WHICH CALTEX PRESUMABLY MAKES A 
PROFIT. HONAM'S OVERALL POSITION IS LIKELY TO WORSEN, 

HOWEVER, SINCE THE VALUE OF ITS IMPORTED CRUDE CONTINUES TO 
RISE, REGARDLESS OF WHO SUPPLIES IT. THUS HONAM IS ALSO EXPECTED 
TO PRESS FOR A HIGHER CRUDE SUPPLY PRICE. 

5. KYUNG IN ENERGY (UNION) IS PARTICULARLY HARD HIT 
BY DOMESTIC MARKETING LOSSES SINCE BUNKER C FORMS 
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AN EVEN LARGER PROPORTION OF ITS OUTPUT THAN IN THE CASE OF THE 
OTHER COMPANIES DUE TO A REQUIREMENT TO FUEL ITS ELECTRIC 
POWER PLANT. AS WITH GULF, UNION MUST PURCHASE THE BULK OF 
KYUNG IN’S CRUDE REQUIREMENTS AT INTERNATIONAL PRICES. THUS. 
KYUNG IN'S OPERATING LOSSES CAN BE EXPECTED TO INCREASE EVEN 
MORE THAN THE OTHER COMPANIES, AS CRUDE COSTS CONTINUE TO RISE. 
EFFORTS TO BROADEN ITS MARKET FOR GASOLINE AND OTHER PRODUCTS 
CONTINUE BUT WILL BE SLOW TO ACHIEVE THE NEEDED BALANCE. 

6. DURING A CALL ON AMBASSADOR SNEIDER, GULF CHAIRMAN 
DORSEY DISCUSSED GULF'S PROBLEMS IN DETAIL. HE RECALLED 
THAT AT THE TIME OF GULFS INITIAL INVESTMENT IN THE KOREA 
OIL CORPORATION (KOCO). GULF WAS LOOKING FOR OUTLETS FOR 
ITS EQUITY CRUDE. THE PROJECT HAD BEEN PROFITABLE, BUT 
NOW THAT GULF NO LONGER HAD A SUPPLY OF EQUITY GRUDE FOR 
KOCO THE PROJECT HAS LOST MUCH OF ITS ATTRACTIVENESS. HE 
CONFIRMED THE SITUATION DESCRIBED IN PARAGRAPH 3 ABOVE AND 
ADDED THAT KOCO WAS NOW INDEBTED TO GULF FOR $32 MILLION 
WHICH REPRESENTS THE DIFFERENCE BETWEEN THE PROVISIONAL 
PRICE PAID FOR CRUDE DURING THE PAST EIGHT MONTHS AND THE 
CONFIRMED PRICE. HE REPORTED THAT HE HAD SUGGESTED TO THE 
PRIME MINISTER THAT THE ROKG ESTABLISH A NATIONAL PETROLEUM 
COMPANY WHICH COULD ASSUME GULFS INTEREST IN KOCO. IN 
THESE CIRCUMSTANCES GULF WOULD BE PREPARED TO PROVIDE 
MANAGEMENT AND OTHER SERVICES TO KOCO UNDER A CONTRACTUAL 
ARRANGEMENT AT LEAST FOR AN INTERIM PERIOD. THE PRIME 
MINISTER REJECTED THIS PROPOSAL AS PREMATURE NOTING THAT 
KOREANS DID NOT YET HAVE THE SKILLS EITHER TO MANAGE KOCO 
OR TO DEAL EFFECTIVELY WITH THE OIL PRODUCING NATIONS. THE 
PRIME MINISTER DID ASSURE DORSEY HOWEVER THAT THE ROKG WOULD 
ARRANGE FOR KOCO TO SETTLE ITS $32 MILLION INDEBTEDNESS TO 
GULF PROMPTLY AND HE PROMISED TO INITIATE ACTION WITHIN 
THE GOVERNMENT TO RELIEVE GULF OF ITS PRESENT PRICE SQUEEZE. 
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IN A SEPARATE CONVERSATION, VOSS, CHAIRMAN OF CALTEX 
CORPORATION, TOLD AMBASSADOR SNEIDER THAT CALTEX WAS NOW 
LOSING $1.00 PER BARREL ON CRUDE SUPPLIED TO KOREA AND 
THAT CALTEX WOULD BEGIN NEGOTIATIONS WITH THE ROKG FOR 
RETROACTIVE PAYMENTS TO MAKE UP FOR THIS LOSS AND FOR AN 
INCREASE IN PRODUCT PRICES. 

ERICSON 
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